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KEY ECONOMIC INDICATORS 
(Money Values in $US Millions Except as Noted) 


1982 


Income, Production and Employment 


Gross Domestic Product (Current 

prices, factor cost) 66,453 
Gross Domestic Product (1°75 

prices, factor cost) 42,660 
Gross National Product (Current 

prices) 69,040 
Gross National Product (1975 prices) 42,188 
Gross Domestic Fixed Investment 

(Current Prices) 20,562 
Covernment Consumption (Current 

prices) 14,571 
Private Consumption (Current prices) 40,575 
Population Est. (000's) 30,900 
Per Capita GNP ($US) 2,234 
Manufacturing Index (1975=109)5/6/ 131.8 
Mining Index (1975 = 100)5/6/— — 108.4 
Non-Agricultural Employment Index 

(1975 = 100) +¥1,9 


Money and Prices 
Money Supply (Ml, rand millions) 7/ 13,125 


Money Suppiy (M2, rand millions)~/ 23,920 
Consumer Price Index (1975=100) 107 231.6 
Production Prices Index — 

(1975 = 100) !9/ 249.3 
Prime Bank Rate 7/ 18.0 


Balance of Payments and Trade 
Exports Excluding Gold, FOB 9,331 
Gold Exports 7,937 
Exports to the u.s.!1/ 1,967 
Imports (FOB) ia 16,564 
Imports from the uU.s.!1/ 2,368 
Trade Balance 7 704 
Current Account Balance -2,953 
Basic Balance -724 
Gold and Foreign Exchange Holdings 3,973 

Of Which Gold at the Reserve Bank!2/ 3,044 
U.S. Direct Investment ($US Billions, 

Book Value) !1/ 2,513 


Public Finance 
Treasury Receipts(CY,except borrowing)15,512 
Treasury Expenditures (CY, Except 

debt redemption) 17,328 
Government Budget (deficit before 

financing) 1,816 
External Public Debt 7/ 2,208 


1983 


73,462 
41,320 


75,762 
41,593 


20,798 


12,783 
44,972 
31,700 
2,390 
122.3 
108.6 


110.5 


16,613 
27,864 
260.1 


275.5 
20.0 


9-133 
8,936 
2,017 
14,322 
2,129 
3,807 
239 

24 
4,968 
2,925 


2,319 


17,224 
20,544 


3,320 
2,083 


% Change!/ 
1984 83-84 ~— 


67,675 
43,279 


70,560 
43,555 


17,256 


12,591 

40,071 

32,500 
2,171 
126.5 
116.3!4/ 


112,415/ 


24,909 
37,549 
290.4 


297.87/8/ 
Ss. 7 


9,162 
8,179 
2,488 
14,927 
2,265 
2,414 
-728 
1,141 
3,072 


24832 


N/A 


£3,401 
16,919 


3,548 
2, 646 





a} 


Notes on exchange rates and Data Sources: Rand values have been 
converted into Aelises at average exchange rates (1982 - R1.00 = $US 
0.92; 1983 - R1.00 = $US 0.90; 1984 - R1.00 = $US 0.70. Primary 
statistical sources are the South African Reserve Bank and the Central 
Statistical Services. Data for Namibia and the "independent 
homelands" are included in the South African statistics. Data are 
subject to revision and therefore may not appear as previously 
reported. 


Notes to Table: 


1/ percentage changes are calculated on rand data to eliminate the 
~ effects of exchange rate changes 


2/ first six months 


3/ 


second quarter data at seasonally adjusted annual rate 
4a/ does not include Namibia 

5/ physical volume 

6/ annual average 

1 end of period 

8/ seasonally adjusted 

9/ April 

10/ average for year 


‘1/7 u.s. data 
4a/ 


gold reserves are valued at 930% of recent average London gold 
fixings 


13/ first half of CY 84 
14/ November 


15/ September 





SUMMARY : 


In spite of a downturn in the second half of 1984, the South African 
economy grew by 4.5 percent for the year as a whole. The strength of 
the first half, based on rapid rises in consumer and government spend- 
ing, quickly waned under the onslaught of drought, low gold prices, a 
three percentage point increase in the general sales tax and tight 
financial measures introduced in late August. Even with a cooling 
economy, the inflation rate continued to rise at a double-digit pace. 
The tighter financial policies, however, did halt the boom in consumer 


spending and by year-end the current account appeared to have moved 
into surplus. 


The economic slowdown now in progress is anticipated to extend at 
least through the first half of 1985. Assuming the government lives 
up to its commitment to severely limit spending and resists premature 
relaxations of monetary policy which characterized the recent past, an 
export-led recovery could accomplish an economic turnaround during the 
first half of 1986. Manufacturing strength will be harmed by reduced 
government and consumer spending. Agriculture, particularly corn 
production, should show important gains over the uneven results of 
1984. However, crop production will remain below average. Gold pro- 
duction, which earns about half of South Africa's export revenues, 
will continue to be restrained by a strong dollar and relatively low 
world inflation rates. However, the weak rand and continued expansion 
of the major Western economies, shor.ld assist exports, particularly of 
non-precious metals and coal. With declining activity in manufactur- 
ing and a freeze on government hiring, unemployment of all racial 
groups should increase. Black workers will be especially hard hit. 
Most of the population will suffer declining real income. Ina 
brighter view, with imports falling and exports rising, the current 
account has already swung toward positive results. 


The United States was South Africa's most important trading partner in 

both directions for 1984. In spite of the current recession, there remain 
promising areas of trade opportunity for US exporters. Although there 

is strong foreign competition caused by a strong US dollar, American 
technology is still highly sought after. Products with good sales potential 
include computer hardware, software, equipment and services; and tele- 
communications equipment. Electronic components present an excellent 
opportunity for licensing ventures. The increasing popularity of fast 

food services among South African families holds potential for fran- 


chisers. Similariy, the recession will spin sales possibilities for 
do-it-yourself product franchisers. 


DOMESTIC PRODUCTION AND EXPENDITURE -- Return to Recession 


In 1982 and 1983 South Africa suffered negative real economic growth, 
a phenomenon the country had not experienced in the post-World War II 
period. The economy reached its low in early 1983 and then moved into 
a cyclical upswing fueled by a raising dollar price of gold and other 
positive developments in the balance of payments. Monetary policy was 
relaxed, and government expenditure increased substantially. However, 
what appeared to be the long-awaited export-led recovery turned into 
an unsustainable consumption-led recovery. Tne upswing had come to a 


halt by August 1984, led by a downturn in agriculture. The economy's 
slide will continue during 1985. 
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To curb a boom in consumer spending, the South African Government 
increased the general sales tax from seven to ten percent, effective 
July 1, 1984 (for the first time fully exempting some basic foodstuffs 
from the tax). As this measure was announced well in advance, private 
consumption expenditure accelerated in June. On August 2, the author- 
ities announced harsh monetary measures (forcing up short-term inter- 
est rates and tightening installment credit terms) and declared a 
commitment to restrain government spending; subsequently $520 million 
was cut from anticipated FY 1985 government expenditures. The mone- 
tary measures has an immediate effect on private consumption, particu- 
larly on durables, such as motor vehicles and "white goods." In third 
quarter, 1984, retail sales fell by 7.6 percent in nominal terms com- 
pared to their level for the same period in 1983. With some lag, the 
fall-off in consumption will impact on production. 


As consumers sought to maintain living standards, personal savings as 
a proportion of disposable income turned negative in second quarter, 
1984. In addition, the value of civil debt judgments against individ- 
uals and businesses increased by about forty and seventy percent res- 
pectively during the year ending July 1984. 


MINING 


The mining sector contributes less than 15 percent of total GDP, 
but exports of gold bullion alone account for almost half of South 
Africa's export revenues. If kruggerrands are included, that propor- 
tion rises to well over fifty percent. Through the first 3 quarters 


of i984, gold production was only slightly down compared to 1983, 
While the dollar price of gold fell throughout 1984, the external 
value of the rand fell further. As a result, when the value of the 
rand fell below $0.55, the rand price of gold claimed to over R600/ 
ounce, a record high, when gold briefly went over $800/ounce in 1980. 
By contrast, the exchange rate was such that the rand price of the 
metal was less than R600/ounce. Benefiting from increased rand reve- 


nues, as of October 1984 no South African gold producer was operating 
at a loss. 


South Africa is well endowed with many minerals in addition to 
gold. In value terms, the most important are coal, platinum, chrome 
and chrome alloys, diamonds, iron, copper, asbestos, manganese, and 
nickel. Exporters of the non-precious metals are also benefiting from 
the low value of the rand. The South African government has predicted 
that the rand value of mineral exports will increase more than 14 
percent over last year, to almost $12 billion dollars. 


AGRICULTURE 


Three years of serious drought throughout much of South Africa has 
converted the country from a traditional net food exporter to a net 
importer and reduced agriculture's share of the GDP from 7% to 4.7%. 
The total negative effect of the drought on the country's balance of 
payments has been somewhere between $800 thousand and $1.2 billion, on 
an annual basis. 


The agricultural sector normally accounts for about seven percent 
of GDP. The 1985/1986 harvest of corn, South Africa's most important 
agricultural commodity, is estimated at approximately 6.7 million 
metric tons, up more than 46 percent from 84/85, but still below 
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average. Of 19 to 12 million metric tons, corn imports totaled 2.0 
million tons in 1984. Further corn import licenses for 1985 have been 
cancelled by the Minister of Agriculture. A larger 1984/85 wheat crop 
of about 2.2 million tons will eliminate last year's need for (feed- 
stock) imports. Even with average rains in the current summer season, 
yields will be less than average because of present low sub-soil mois- 
ture and crushing agricultural debt inhibiting normal use of fertiliz- 
er and other agricultural inputs. Total farm debt increased from R3.8 
billion in 1980 to R8.5 billion in 1984. 


MANUFACTURING 


Throughout the 1983-84 mini-boom, utilization of productive capa- 
city grew steadily, reaching 87.0 percent by May 1984. This is the 
greatest capacity utilization value achieved since early 1982. Re- 
flecting the general sales tax increase of July 1, the index of the 
volume of production tumbled in July. However, the index remained 
higher than in any month of 1983 due to continued growth in iron and 
steel production. Nevertheless, the near term outlook for the indus- 
try is not optimistic. Despite export opportunities created by the 
falling rand, overall demand is expected to be sluggish as domestic 
demand is hurt by the general sales tax increase and the tough mone- 


tary measures of August. The industry has lost 10,000 non-black jobs 
since January 1984. 


If the normal bellweather of the economy, the motor vehicle 
industry, continues a reliable indicator, manufacturing is in for 
a very difficult time. Auto sales have plummeted since August and 


temporary plant closures have become common with layoffs and short 
work weeks. In addition, some further consolidation among South 
African eleven automobile producers seems likely. 


GOVERNMENT FINANCE 


A Time for Discipline 


The South African Government's fiscal year runs from April 1 
through March 31. Total government expenditure for the current fiscal 
year was originally budgeted to rise by less than 12 percent (about 
the rate of inflation). However, through the first third of Fy 1985, 
government spending ran 23 percent above that for the same period of 
FY 1984. Government spending approached 30 percent of GDP. The 
government's borrowing requirement of $2.4 billion (or about 3 percent 
of GDP) appeared to have grown by almost $2 billion. In September, 
the government announced a cut in anticipated overspending of $520 
million. With unanticipated revenues from the GST increase and larger 
tax payments from gold mines, the unbudgeted expenditure overrun was 
reduced to a more manageable level of less than $480 million. 


However, before the tax commission could report, the government 
announced a tax on fringe benefits (car use and housing) and new busi- 
ness taxes. The latter are designed to provide a source of revenue 
for local authorities; particularly black local authorities. The 
"fringe" tax was coupled with a reduction in personal taxes while the 
business taxes are deductible from total tax liability. Thus, both 
measures are reform rather than revenue-oriented. 
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BALANCE OF PAYMENTS 


The Hope for Economic Recovery 


South Africa had a 1984 trade surplus of over three billion rand 
despite rising imports. The charges on the services account, however, 
brought the overall current account down to a negative R1,379 billion. 


At the end of 1984 the basic balance was in surplus by R1630 mil- 
lion, a level not reached since 1980. There was a net inflow of long- 
term capital in 1984 as foreigners sensed bargains on the Johannesburg 
Stock Exchange, particularly in gold shares. Also, parastatal organi- 
zations borrowed extensively abroad. There was a net outflow of 
short-term capital during the first half of 1984, due apparently to 
anticipation of depreciation in the rand. 


Though foreign exchange control on non-residents was abolished in 
early 1983, such controls remain in force for residents of South 
Africa. It is the intention of the authorities to relax exchange 
controls on residents eventually, but they will probably await return 
to a comfortable foreign reserve position and a general conviction of 
political stability before they do so. 


The value of the rand has beaten an extended retreat in the face 
of a rampaging American dollar, losing forty percent of its value 
against the dollar in the twenty-two months since January 1983. As 


the rand has plummeted, the Reserve Bank has been consistent in its 
policy of intervening in the foreign exchange market only to smooth 
out sudden movements not in keeping with maintenance of an orderly 
market. The Bank has not intervened to establish a target rand value. 
Given its limited foreign exchange holdings, any attempt to prop up 
the rand would be futile. The Reserve Bank has also steadfastly 


opposed calls for reinstitution of controls by those alarmed at the 
slide in the rand. 


MONEY AND PRICES 


No Progress Against Inflation 


In recent years, inflation has vied with the balance of payments 
as South Africa's most pressing economic problem. By mid-1984, the 
Main policy emphasis was once more curbing inflation. Even with 
recession, increases in the Consumer Price Index have not dipped below 
ten percent. The average rate of inflation for 1984 was 11.6%. The 
persistence of double-digit inflation in recessions points to the 
essential structural nature of inflation in South Africa. These 
structural causes--the gross economic distortions attendant apartheid, 
protection of inefficient domestic industries, concentration of market 
power, administered prices and other economically ill-considered 
government intervention in the economy, to cite the most glaring--must 
be effectively addressed to resolve the inflation problem. 


Throughout 1984, the prime overdraft rate remained over 20% and by 
the turn of 1985, had reached an historic peak of 25 percent. 
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OUTLOOK 


Recovery Postponed Until 1985 


South Africa's brief and fragile consumption-led recovery was 
already out of steam when the restrictive measures of last August 
completed its destruction. Following a real growth rate of 3 percent 
in GDP in 1984, based on strong growth of the first half of the year, 
growth in 1985 is expected to be minimal, at best. With private con- 
sumption discouraged by monetary measures and indications that govern- 
ment spending will be better contained than in the recent past, manu- 
facturing production will fall off, agricultural production, especial- 
ly corn, however, should improve--even so, with good summer rains, 
modest imports will be needed. On the assumption that the current 
account of the balance of payments continues to improve, production 
should revive around mid-1985. Continued improvement in the export 
market (particularly for non-precious minerals as well as platinum), 
however, will be the most important stimulus to production and will 


not be affected by the expected further contraction of domestic demand 
in the near term. 


Unemployment will undoubtedly grow, especially among the black 
population. Per capita real disposable income will continue to de- 
cline. Non-agricultural nominal wages and salaries can be expected to 
rise less rapidly than in the past due to recession with a tighter 
public expenditure policy. The government has already warned civil 
servants that there would be no across the board increases following 
the large increased in 1984. Agricultural income should increase 
somewhat but not sufficiently to offset declines in other areas. 


The rate of inflation may taper off somewhat for cyclical reasons 
and fiscal discipline, if enforced, may help to moderate price rises. 
However, the lagged effects of the rise in the GST, and price in- 
creases already announced such as a ten percent rise in electricity 
prices and a sizeable expected hike in the price of gasoline should 
result in the twelfth consecutive year of inflation in double digits. 
Falling demand for credit and improvements in the balance of payments 


should permit short-term interest rates to decline in the second half 
of 1985. 


Even assuming that the government makes good on its promise to 
contain expenditure, the coming government budget will call for 
increased spending of around twelve percent in nominal terms. A 2 
percent or so overrun can be expected and would be tolerable in view 
of recent performance and the expenditures priorities associated with 
the new constitution. In spite of a variety of new taxes introduced 
in 1984 and a high tax burden, there is much speculation on whether an 
increase in GST in 1985 can be avoided. 


A 1985 surplus on the current account looks very likely. This 
outcome for the year, however, depends on continuation of a healthy 
rate of growth in South Africa's (industrialized) trading partners. 
Recession in South Africa will also reduce imports. There is no reason 
to suspect, with inflation in the United States and other OCED countries 
remaining at low levels and the price of oil possiblv to fall, that 
gold exports will materially assist in production of a current account 
surplus in 1985. On the capital account, a net inflow of long-term 
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capital should result from foreign borrowing on the part of government 
and parastatal organizations. If the rand is judged to have bottomed 
out, there should also be an inflow of short-term money to take advan- 
tage of higher interest rates on a perceived one-way (upwards) foreign 
exchange risk. The rand will remain under pressure in the short-term 
depending on the fortunes of the American dollar. Downward pressure 
will be increased by South Africa's need and apparent intention to 
repay short-term debts. 


IMPLICATIONS FOR THE UNITED STATES 


Difficulties for U.S. Exports Still Ahead 


In 1985 South Africa will continue, as in previous years, to be a 
well established and prominent export market for U. S. goods and ser- 
vices. In 1984, South Africa was our most important trading partner 
in sub-Saharan Africa. South African statistics for 1984 show that 
the United States regained first place as both a supplier of South 
African imports and a purchaser of that country's exports. 


Despite the strong foreign competition caused by the high U.S. 
exchange rate, American technology is still highly sought after. The 
foremost products are computer hardware, software, equipment and ser- 
vices. The local market is constantly searching for high quality new 
products to update and automate operations. South African management 
knows that for it to be competitive and self-sufficient it must con- 
stantly update and install computer facilities in all aspects of life. 
South Africans are becoming increasingly concerned about delays in 
receiving U.S. equipment because of U.S. licensing requirements and in 
an increasing number of instances have chosen European or Japanese 
Suppliers to avoid the potential risk of contract cancellations, 


The market for telecommunications equipment should be looked at by 
U. S. manufacturers. The South African Post Office, Telephone and 
Telegraph (PTT) is constantly upgrading its equipment. U.S. exporters 
face stiff competition from German, Dutch, Swedish and French sup- 
pliers. 


Electronic components manufacturers should be considered a good 
opportunity for licensing ventures. Because of limited research and 
development in this field, South Africa is still looking outside the 
country for technical know-how. 


Another area of importance for U.S. exporters is the fast-food 
franchising service as more and more South African families are look- 
ing at this convenience due to changing life-styles. Several U.S. 


fast-food chains have begun operations in South Africa and are doing 
well. 


Within the franchising scope, do-it-yourself should be mentioned. 
Due to the recession, more and more families are turning to do-it- 
yourself to improve the quality of their lives without having to pay 
the high costs of professional workers. 











